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LETTER OF TRANSMITTAL 


August 17, 1978 


To All Members of the Committee on Banking, Finance and Urban 
Affairs of the U.S. House of Representatives 


Transmitted herewith is a staff report on H.R. 13847, the 
Federal Reserve Act Amendments of 1978, a bill "to facilitate 
the implementation of monetary policy and promote competitive 
equity among commercial banks", and on amendments to the bill 
which have been proposed by the Federal Reserve Board. 


The consensus of our Committee meeting on Monday, August 14, 
was that such a study will enable us to move more expeditiously 
with a markup of the bill at 9:30 a.m. September 7 and at the 
same hour on September 8, and on September 11 and on each day 
thereafter until action is completed. 


You should note that of the eleven amendments recommended 
by the Federal Reserve (A thru K) the staff recommends adoption 
of Amendment A; adoption of parts and some changes in Amendments 
B, C, and E; adoption of Amendment D; adoption of Amendment F; 
rejection of Amendment G; adoption of Amendment H; rejection of 
Amendments I and J; and substantial adoption of Amendment K. The 
views expressed in this report, which has not been officially 
adopted by the Committee, may not necessarily reflect the view 
of a given Member. 


I hope this will fulfill your need for light reading over 
the recess. 


Henry S. Reuss 
Chairman, Committee on 
Banking, Finance and 
Urban Affairs 
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THE FEDERAL RESERVE ACT AMENDMENTS OF 1978 


Purposes of H.R. 13847 


The purposes of H.R. 13847 are 1) to improve the conduct of ~ 
monetary policy, 2) to promote competitive equity, and 3) to re- 
solve the Federal Reserve System's membership problems, and to do 
so with minimal cost to taxpayers. 

H.R. 13847 was introduced on August 11, 1978 by Mr. Reuss 
for himself es other members. of the Banking Committee 
following hearings on several proposals to deal with the problem 
raised by Federal Reserve membership erosion. Seinsitiiien were held 
on July 27, July 31, August 4 and August 11 and testimony was taken 
from sixteen witnesses, including Chairman G. William Miller of 
the Federal Reserve Board, a George A. LeMaistre of the 
Federal Deposit Insurance eeentienh tint representatives of industry 
groups and bank and academic economists. 

‘There was a consensus that to control the money supply the 
Federal Reserve should be able to obtain whatever information it 
needs from all depository institutions. 

The hearings also produced a consensus that a system of more 
uniform reserve requirements would help solve the Federal Reserve's 
membership problem as well as greatly improve the ability of the 
Federal Reserve to control the money supply. The testimony further 
showed that any system of nearly uniform reserve requirements must 
be designed to maintain the viability and competitive equity of 


(1) 


smaller banks. H.R. 13847 was developed based on these two prin- 
ciples. 

A section by section summary of H.R. 13847 follows. 

Section 2. Section 2 would help improve the conduct of mone- 
tary policy by authorizing the Federal Reserve to collect through 
appropriate See a ae supervisory agencies current liability a 
and asset data needed for monetary control purposes from all de- 
pository institutions. 

Section 3. Section 3 would further help in this regard by 
minimizing differences in reserve requirements among banks and 
among types of deposits. | 

1. Section 3 defines reserveable liabilities against which 
reserves would have to be held as bank deposits (demand, vee: 
and time) plus net Federal funds and other borrowings which mature 
in 48 hours or less. 

2. It exempts the first $100 million of such liabilities 
from 211 recuirements and indexes the exemption to GNP. 

3. It imposes a single, flat APR hd reserve requirement of 
6 percent on all reserveable liabilities above $100 million, and 
allows the Federal Reserve to vary the rate between 5% and 6% per~_ 
cent for purposes of monetary control. 

4. The Federal Reserve is given power to vary reserve hie 
ments outside the 5% to 6% percent limits established for purposes 
of monetary control in extraordinary circumstances, good for 30 
days and renewable. The reason for such action would have to be 


explained to Congress. 


5. The Federal Reserve also is given power to fix separate 
reserve requirements for Eurodollars for purposes of monetary con- 
trol. 

6. Reserve requirements are applied to all commercial banks 
with more than $100 million in reserveable liabilities. 

7. Non-member banks required to hold reserves would have ac- 
cess to the discount window and to all Federal Reserve services. 

8. Other non-member banks would have access to the discount 
window for purposes of safety and soundness upon certification of 
need by the FDIC or an appropriate state bank supervisory authority. 

Section 4. Section 4 reaffirms the authority of any officer 
or agency of any State over any commercial bank organized or exist- 
ing under the laws of such State. 

Section 5. Section 5 provides that section 2 is to take ef- 
fect on the first day of the einath calendar month which ee af- 
ter the date of enactment, and section 3, on July 1, 1979, or such 


earlier date as may be designated by the Board of Governors of the 


Federal Reserve System. 


Effects of Section 3 

1. Based on 1977 year-end data supplied by the Federal Re- 
ee all but some 1,018 of the nation's nearly 14,000 banks will 
be exempt from any federally imposed reserve requirements includ- 
ing nearly 5,000 current Federal Reserve members. Of the 1,018 
banks which will be subject to reserve requirements 719 are al- 


ready member banks and hold reserves. The remaining 299 non-member 


banks, those with over $100 million of reserveable liabilities, 
would become subject to reserve requirements. (A number of ae 
299 non-member banks are foreign banks which, under the Internat- 
ional Banking Act of 1978 now nearing legislative completion, would 
be required to hold reserves anyway.) | 

2. Total reserves of member banks aa be ae from $37 
billion currently to $29 billion, or by more than 20 percent. | 
‘Nineteen out of 20.af the 719 member banks which would continue to be 
subject to reserve requirements would have their reserve require- 
ments substantially ee Only member banks which now have ex- 
tremely high proportions of total deposits in savings and time de- 
posits could be adversely affected. There are 39 such banks. 

Information on the reserve requirements, which H.R. 13847 will 
impose on each of the 1,018 banks that will be subject to such re- 
quirements, is siubcatinsn in Appendix I. 

3. The Federal Reserve's membership problem would be essen- 
tially resolved by the revisions in reserve requirements contem- 
plated by H.R. 13847. First, smaller banks could now be members 
of the Federal Reserve without having to hold reserves. Second, 
Since all banks with liabilities over $100 million would have to 
hold reserves, whether members of the Federal Reserve or not, a ma- 
jor incentive for large banks to withdraw from the Federal Reserve 
would be eliminated. 

4. A uniform 6 percent reserve requirement on reserveable 
liabilities in excess of $100 million would improve monetary con- 


-trol. It would minimize the problem that now exists because of 


or 


_ the shifting of deposits among detiand, savings and time deposits 
and among banks with differing marginal reserve requirements. 

5. The Federal Reserve would have unrestricted power to temp- 
Orarily vary the reserve requirement up or down in extraordinary 
circumstances. At other times, it would retain discretionary au- 
thority to adjust the requirement between 5% and 6% percent for 
purposes of monetary control. These limits are designed to restrict 
the Federal Reserve's power to set what in reality are taxes on 
banks. 

6. To provide further flexibility, the Federal Reserve would 
be allowed to fix separate reserve requirements on (a) net balances 
owed by domestic offices of banks in the United States to their 
directly related foreign offices and to nonrelated foreign banks, 
and (b) loans to United States residents made by overseas offices 
of banks with offices in the United States. 

7. All banks of comparable size would be treated alike in 
terms’ of Federal Reserve requirements, thus enhancing competitive 
equity. 

8. For large banks, reserve requirements will be reduced on 
demand deposits and raised on savings and time deposits. Thus, 
they will compete more aggressively for demand deposits and less 
‘aggressively for savings and time deposits. As a result, small 
banks and thrift institutions will be able to compete more effec- 


tively for savings and time deposits, especially for long maturity 


CDs. 


9. The discount window would be open to all non-member com- 
mercial banks. This will give assurance of liquidity for all banks: 
10. The cost to the Treasury would be far less than any pre- 
vious proposals. The pre-tax cost will be under $150 million per | 


year. Supporting statistics are presented in Appendix IV. 
Amendments to H.R. 13847 Proposed by the Federal Reserve 


AMENDMENT A. 

"Sec. 2. Section 10 of the Federal Reserve Act is amended by 
adding at the end thereof the following new paragraph: 

"The Board may require any depository institution specified in 
this paragrpah to make, at such intervals as the Board may pre- 
scribe, such reports of its Linisiyial hen and assets as the Board 
may determine to be necessary ou idesasar alia to enable the Board to 
discharge its responsibility to monitor and control monetary AND 
CREDIT aggregates. Such reports shall be made (1) directly to the 
Board in the case of member banks AND IN THE CASE OF OTHER DEPOSI- 
TORY INSTITUTIONS FOR ALL LIABILITIES SUBJECT TO RESERVE REQUIRE- 
MENTS , and (2) FOR ALL OTHER REPORTS to the Board through the (A) 
Federal Deposit Insurance Corporation in the case of insured State 
non-member banks, SAVINGS BANKS, AND MUTUAL SAVINGS BANKS, (B) Nat- 
ional Credit Union Administration in the case of insured credit 
unions, (C) Federal Home Loan Bank Board in the case of any Sones tail 
tution insured by the Federal Savings and Loan Insurance Corpora- 


tion or which is a member as defined in section 2 of the Federal 


Home Loan Bank Act, and (D) such State officer or agency as the 
Board may designate in the case of any type of bank, savings and 
loan association, Or credit union. The Board shall endeavor to 
the maximum extent feasible to avoid unnecessary burdens on report- 
ing institutions and the duplication of other reporting require-- 
ments, and any data therefrom shall be made readily available to 
the Board. The Board may classify depository institutions for the 
purposes of this paragraph, and may impose different requirements 
On each such class." 

Federal Reserve's Explanation: Provides for direct reporting to 
the Federal Reserve concerning reserve liabilities and covers sav- 
ings banks and mutual savings banks. 

Comments of Committee Staff: This is a perfecting amendment to 


Section 2. 


AMENDMENTS B, C AND E 
Deenaiment B: "(b){1) For the purposes of this subsection-- 
The Term 'reservable liabilities’ means, in the case of any State 
or national bank, the amount by which the sum of such bank's de- 


mand and savings deposits liabilities exceeds $25 million." 


Federal Reserve's Explanation: Redefines "reservable liabilities" 


to include only demand and savings deposits; establishes a $25 mil- 
lion exemption from reserve requirements for demand and savings 


deposits and eliminates indexing for such exemption. 


Amendment C: "(4) All banks subject to reserve requirements 


shall maintain reserves against their reservable liabilities in 


the ratio of 8 per centum, or in such other ratio not greater than 
9 per centum and not less than 7 per centum as the Board may by 
regulation prescribe solely for the purpose of implementing mone- 
tary poLry.” 

Federal Reserve's Explanation: Establishes 8 percent reserve ra- 


tio with 2 percent discretionary range for demand and savings de- 


posits. 


Amendment E: "(b)(5) Subject to the exemptions in paragraph 
(C) of this subsection, banks other than savings banks and mutual 
| Savings banks shall Maintain reserves against their 

"(A) time deposits with initial maturities of 179 dace or 
less (and against borrowings from sources other than commercial 
banks with maturities of one iain less and with such longer ma- 
turities as the Board iy eee in a ratio not less than one. 
per centum nor more than 6 per centum, as shall be specified by 
whe Board of Governors and their 

"(B) time deposits with initial maturities of 180 days or 
more Zh a ratio of not less than one per centum nor more than 3éper 
centum, as shall be specified by the Board of Governors. 

"(C) Reserve eee ee by this subsection shall 
apply only to that portion of the sum of the liabilities spbnisaed o 
in paragraphs (A) and (B), regardless of maturity, which exceeds 
$25 mii lion. = 
Federal Reserve's Explanation: Establishes reserve requirements 
for bank time deposits in excess of $25 million with diftevens sa 


tios for deposits with initial maturities of 179 days or less, and 


for deposits with longer maturities; establishes reserve 
requirements at the short-term time deposit ratio for borrowings 
from nonbank sources. 
Comments of Committee Staff: These several amendments would change 
H.R. 13847 in four fundamental ways. First, reserveable liabilities 
would be split into two groups --one consisting of demand and savings 
deposits and the other of time deposits plus (possibly) borrowings 
due to be repaid in one week or less. Second, only the first $25 
million of deposits in each group would be exempt from reserve 
requirements. The maximum total exemption would be $50 million 
versus $100 million under H.R. 13847. Third, initially, demand and 
savings deposits would be reserved at 8 percent and time deposits 
and borrowings at 1 percent. The Federal Reserve would be permitted 
to vary reserve requirements between 7 and 9 percent on demand and 
Savings deposits, between 1 and 6 percent for time deposits which 
mature within 179 days (possibly plus borrowings) and between 1 and 
3 percent for time deposits which have maturities of 180 days or 
longer. Fourth, the exemptions would not be indexed. 

The proposal to differentiate between time and demand and savings 
deposits has merit. In particular, H.R. 13847 would be improved 
by distinguishing longer term maturity time deposits from other 
deposits. However, it is not necessary to raise reserve require- 
ments on demand and savings deposits to 8 percent. Short-term 
time deposits (i.e., those maturing within 179 days plus at least 
overnight borrowings) are close substitutes for demand deposits. 
Short-term time deposits could be combined with demand and savings 
deposits and reserved initially at 7 percent with a range of 6 to 


8 percent on demand and savings deposits and on short time deposits 
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and borrowings between 3 and 8 percent. Longer term time deposits 
ba ere those maturing in 180 days or more) would be reserved 
initially at 1 percent, with the Federal Reserve authorized to 
vary the reserve requirement inthis case between 1 and 3 perecety 
just as it proposed in Amendment E. The suggested structure of 
reserve requirements would not change the Treasury's cost from the 
cost estimated under H.R. 13847. 

The Board's suggestion that the exemption proposed in H.R. 

13847 be halved would place 1,156 non-member banks under reserve 
requirements versus 299 under H.R. 13847, and require that reserves 
be held by 1,766 member banks versus 719 under H.R. 13847. Appendix 
II presents information on the reserve requirements which individual 
banks would face under the Board's amendments. Appendix III presents 
this information unite’ the Staff*S,suggested structure. 

In regard to the Federal Reserve's opposition to indexing the 
exemptions, it should be understood that indexing is necessary to 
prevent H.R. 13847 from becoming a vehicle for imposing universal 
reserve requirements with the passage of time. The purpose of the 
exemptions is to free smaller banks from holding reserves at Federal 
Reserve Banks and thereby to increase their ability to compete. 
Economic growth will make all banks bigger, but many banks will 
remain relatively small. Indexing is required to assure that 
relatively small banks remain exempt from reserve requirements as 
they grow with the passage of time and as a result of inflation. 
Indexing for real growth is as important as indexing for inflation. 
However, if with the passage of time it is shown that indexing 


leads to a declining proportion of deposits being subject to re- 
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serve requirements, the Congress should, of course, reconsider the 
size of the exemption, but any change should be made only as a re- 


sult of deliberate Congressional action. 


AMENDMENT D. 

"(8) Upon a finding by the Board that extraordinary circum- 
stances require such action, the Board may impose reserve require- 
nl ments outside the limits otherwise prescribed by this Section for 
a period not exceeding 30 days but which may be extended for further 
periods not exceeding 30 days by affirmative action by the Board in 
each instance. The Board shall promptly transmit to the Congress 
a report of any exercise of its authority under this subsection and 
the reasons for such exercise.” 
Federal Reserve's Explanation: or the Board to impose re- 
serve requirements outside limits otherwise prescribed for all 
classes of liabilities subject to reserve requirements. 
Cominents oi Committree Staff: This is a perfecting amendment to Sec- 


tion 3(4)(B) of H.R. 13847. 


AMENDMENT F. 

[ess except that the Board as a condition of access to or 
maintenance of such privileges may require a certification of sol- 
vency of such bank from the Federal Deposit Insurance Corporation.” 
Federal Reserve's Explanation: Entitles any bank, whether or not 
st maintains reserves with the Federal Reserve, to access to Federal 
Reserve discount and borrowing privileges on tie same basis as mem— 


ber banks; eliminates a need for FDIC or State supervisory agency 
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certification as condition to such access and in lieu thereof au- 
thorizes the Board to require a certification of solvency from the 
FDIC of any such bank as a condition to such access. 

Comments of Committee Staff: This is a perfecting amendment to Sec-— 


tion 3 (7)meh ek. BSe4ze 


AMENDMENT G. 

Dbb OLR: 

"(A) The term reservable liabilities means, in the case of any 
depository institution as specified in Section 10 of this Act, other 
than a bank subject to reserve requirements under subsection (b) (2), 
the amount by which such institution's tiatseciions deposit balan- 
ces, as defined by the Board in consuitation- vaca the appropriate 
Federal depository institution supervisory agencies, exceeds $25 
a1 on. 

“(B) Such depository ‘Lineiaiaiaateiaade shall maintain reserves 
against their reservable liabilities in the ratio specified in sub- 
section (b) (4). 

Federal Reserve's Sepia See Establishes ee requirements 

for transaction accounts in excess of $25 million maintas gee at enue 
bank depository institutions in the same ratio applicable to demand 
and savings deposits at banks. | 
Comments of Committee Staff: Thrift ine tieetions lack many of the 
powers which commercial banks have. They do not offer full banking 
services. Until such time as these institutions are given full 
banking powers, there seems to be no reason to treat them like banks. 


Although thrifts are gradually moving into checking services, there 


| 
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is no substantial reason for imposing a heavy burden on the few in- 
stitutions (5) which would be covered by this amendment. The ex- 
tension of reserve requirements to these five institutions could 
severely retard the development of third party payments with which 


thrift institutions are only beginning to experiment. 


AMENDMENT H. 
"( ) With respect to any depository institution that is not 
a member of the Federal Reserve System on August 30, 1978, the re- 
quired reserves imposed pursuant to this section on the effective 


date of this Act shall be reduced by 75 per centum during the first 


- year that begins after the effective date, 50 per centum during the 


second year, and 25 per centum during the third year." 

Federal Reserve's Explanation: Establishes a four year phase-in 
for reserve requirements imposed on non-member institutions. 
Comments of Committee Staff: This amendment would slow the phasing 
in of reserve requirements for banks which have to meet reserve re- 
quirements for the first time and thereby ease the cost of the 
transition. It is a perfecting amendment to Section 5(b) of H.R. 


13847. 


AMENDMENTS I AND J. 
Amendment Ze "( ) The total deposit liabilities exempted 
from reserve requirements pursuant to subsections (1), (5), and 
( ) (if nonbank transaction accounts are covered) for each such 
exemption shall not exceed $25 million in the aggregate for affili- 


ated banks, (and $25 million in the aggregate for affiliated non- 
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bank depository institutions.) 
Federal Reserve's Explanation: Provides that total deposits exempted 
from reserve requirements for all institutions in an affiliated 


group shall not exceed $25 million for each category of deposits. 


Amendment J: "( ) In the case of affiliated banks (and affili- 
ated nonbank depository institutions), the total deposit liabilities 
exempted from reserve requirements pursuant to subsections (1), (5), 
ana ) (if nonbank transaction accounts are covered) shall not ex- 
ceed in the igducgate for such affiliated groups the product result- 
ing from multiplying the number of institutions in such affiliated 
group on August 1, 1978 by $25 million for each such exemption, pro- 
vided that no more than $25 million shall be exempted under each 
such exemption at any individual bank (or nonbank depository insti- 
tution).” 

Federal Reserve's Explanation: Provides that total deposits exempted 
from reserve requirements shall not exceed $25 million for each 
exemption in individual institutions, and for affiliated groups 

shall not exceed the number of institutions in such groups on Aug- 
ust 1, 1978 times $25 million for each exemption. 

Comments of Committee Stafe: There is no urgent reason for “egeading’ 
all affiliated banks as if they were one bank for reserve require- 
ments purposes. The Federal Reserve's proposal to ice SO (plies dies 
I) would appear to anticipate branches being converted into subsidi- 
aries and new offices being established as subsidiaries in order to 


reduce a group's average reserve requirements. However, existing 


! 15 
statutory and regulatory loan limitations, which relate the size 


of individual loans to bank capital, provide incentive to establish 


branches rather than subsidiaries. Banks that wish to make big 


_loans must be big -~ or else arrange loan participations which 
could be administratively cumbersome, both internally and to the 


borrower. Moreover, there may be even more incentive to establish 


subsidiaries rather than branches under present law than there 
“would be under H.R. 13847. For example, marginal requirements are 
9% percent higher under present law for large banks than for smaller 


banks; whereas under H.R. 13847 the difference would be 6 to 9 per- 


| 

| 

| 

: | 

cent, depending on which particular structure of reserve require- 
‘ments discussed in connection with Amendments B, C and E is adopted. 
' 


serve Board now passes on the establishment or acquisition of new 
holding company affiliates. Presumably, the Board would not allow 
| whimsical conversions of branches into subsidiaries or de novo es- 


tablishment of subsidiaries instead of branches in the same geo- 


graphical area, and it could be costly to develop a new area es- 
/ 


| 


‘pecially only to evade reserve requirements. 


| 


AMENDMENT K. 
| "( ) Section 19 (c) of the Federal Reserve Act, as amended 
ice moo.c. § 461) is amended to read as follows: "Reserves held by 
lany depository institution to meet the requirements imposed pur- 


Suant to subsection (b) of this section shall be in the form of-- 
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"(1) balances maintained for such purposes by such depository 
institution in the Federal Reserve bank of which it is a member or 
at which it maintains an account. However, the Board may, by regu- 
lation or order, permit depository institutions to maintain allor 
a portion of their required reserves against their transaction ac- 
counts in the form of vault cash: Provided, That such proportion 
shall be identical for all depository institutions; and 

"(2) balances maintained by a non-member depository institu- 
tion ina ideinbsear bank, in a Federal Home Loan Bank, or in a central 
liquidity facility that may be established for credit unions: Pro- 
vided, That such member bank, Federal Home Loan Bank, or central 
liquidity facility maintains such funds in the form of balances in 
é Federal Reserve bank of which it. is a member or at which .it main- 
tains an account. Balances received by a member bank from sinha 
depository institution that are used to satisfy the reserve reqh ime 
ment imposed on such depository institution by this section shall _ 
not be subject to the reserve requirements of this section imposed 
on such member bank and shall not be subject to idsekemert Hones 
on such member bank pursuant to section 7 of the Federal Deposit 
Insurance Act, as amended (12 u.S.c. 8 1817)." 

Federal Reserve's Explanation: Specifies that reserves may be held 
in the form of balances at Federal Reserve Banks, or of vault eaame 
and that a non-member institution may hold reserves at a member 
bank, at a Federal Home Loan Bank (in the case of savings and leas 
associations), or at a central liquidity facility (in the case of 


credit unions), provided that these institutions pass the reserves 
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through to a Reserve Bank on a one-for-one basis. 

Comments of Committee Staff: This amendment is needed to establish 
procedures to allow non-member banks to use vault cash to satisfy 
reserve requirements in part or fully. Striking out references to 


thrifts, this is in the nature of a perfecting amendment. 


SUMMARY 

Both H.R. 13847 and the Federal Reserve's proposed amendments 
to it are built on the principles of uniform reserve requirements 
on demand and savings deposits for banks of the same size, access 
by the Federal Reserve to summary monetary and credit statistics 
from all depository institutions, and resolution of the Federal Re- 
serve's membership problem through the vehicle of reduced reserve 
requirements with coverage of some member banks. There is a con- 
sensus that these principles will enhance monetary control, pro- 
vide competitive equity, and resolve the Federal Reserve's member- 


ship problem with minimal cost to taxpayers. The cost to taxpayers 


will be under $150 million per vear under each plan (assuming the 


Fed proceeds with its plan to unbundle and charge for services). 


However, there are two major differences between H.R. 13847 
and the Federal Reserve's a ee rn One concerns the 
amount of reserveable liabilities to exempt from reserve require- 
ments in order to enhance the competitive equity of smaller banks. 
The second concerns whether to index the exemption. H.R. 13847 
would provide for an exemption of $100 million and would index this 
exemption to the GNP. The Federal Reserve would exempt a maximum 
- $50 million and that exemption would not be indexed. Thus, un- 


der H.R. 13847, far fewer banks would be subject to reserve require- 
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ments. Under H.R. 13847, 719 member banks and 299 non-member 

banks would be required to hold reserves, as compared to 1,766 
member banks and 1,156 non-member banks under the Federal Reserve's 
proposed amendments. (Actually, vault cash holdings would satisfy 
reserve requirements for all but 506 member banks and 202 non- 
member banks under H.R. 13847, and for all but 1,155 member banks 
and 675 non-member banks under the Federal Reserve's proposed 
amendments. ) 

Finally, under H.R. 13847, indexing would almost certainly 
assure that banks now exempt from reserve requirements would 
remain exempt, whereas the Federal Reserve's amendments would 
almost certainly guarantee that the exemption tion be eroded 


~ 


by..1nrilation and economic growth with the passage of time. 


19 


APPENDICES 

Appendix I 

Impact on the required reserves of individual banks of imposing 
a single, flat uniform reserve requirement of 6 percent on reserve- 
able liabilities over $100 million, as per H.R. 13847. Reserveable 
liabilities are defined as net demand deposits, savings and time 
deposits and non-bank borrowings which mature within 48 hours of 
receipt.) 

Banks not tabulated have less than $100 million of reserveable 
liabilities and would not be subject to reserve requirements. 

Source: Board of Governors of the Federal Reserve System. 


Based on 1977 year end data. 


Appendix II 


Impact on the required reserves of individual banks of imposing 
the following reserve requirements: (a) 8 percent on the total of 
net demand deposits and savings deposits, and (b) 1 percent on time 
deposits with a $25 million exemption for each category. 

Banks not tabulated would not be subject to reserve requirements 
under this plan. 

Source: Board of Governors of the Federal Reserve System. 

Based on 1977 year end data. 

Caveats: (1) Reserveable liabilities do not include net Federal 
funds, Eurodollars and other short-term liabilities which are counted 
as reserveable liabilities both under H.R. 13847 and the reserve 
requirement structure suggested by staff. (2) Reserveable liabilities 
have not been adjusted to take into account the Board's plan to 
consolidate holding company affiliates for reserve requirements 


_ purposes. 
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Appendix IIT 

Impact on required reserves of individual banks of imposing 
the following reserve requirements: (a) a requirement of 7 percent 
On” the TOtal Or bO4° 9 ae deposits, savings deposits, time 
deposits (which mature within 179 days) and non-bank borrowings 
which mature within 48 hours of receipt, with an exemption for the 
first $50 million; (b) a requirement of 1 percent on time deposits . 
with maturities of 180 days or more, also aac exemption for 
the first $50: mil2 ion. 

Banks not tabulated would not be subject to reserve requirements 
under this plan. | 

Source: Board of Governors of the Federal Reserve System. 


Based on 1977 year end data. 


Appendix IV 
Total cost to the government of a 6 percent uniform reserve 


requirement with the $100 million exemption. 


eee Or 2.020.000 es: Oe 
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APPENDIX IV 


Total Cost to the Government of a 6 Percent Uniform Reserve 


SL 


Current total required reserves 
(Based on December 31, 1977 call data) 


Required reserves of member banks 
under the 6 percent plan $26.4 B 


Required reserves of 299 non-member 
banks with over $100 M in reserveable 
deposits under the 6 percent plan ry OP 


Total required reserves under the 6 percent plan 


Total reserves released under the 6 percent plan 


, ae a Oe 


Annual earnings on $7.8 billion reserves at 
7 percent 


Less expected annual receipts from selling 
services 


Total Cost 


$36. 


=29 


> J. 


$546. 


-410. 


$136. 


9 


| 


8 


0 


0 


0 


Billion 


Billion 


Billion 


Million 


Million 


Million 
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GLOSSARY OF TERMS IN APPENDICES 


T DEP Total Deposits 
VLTCSH Current Vault, Cash 
RES BAL Current Reserves on Deposit in Regional 


Federal Reserve Banks 


TOTRR Total Required Reserves Under Current 
Requirements 

NEW RR New Required Reserves Under Plan Indicated 

DIF Difference in Required Reserves Between Current 


and Proposed Plans 


A positive number indicates a reduction in 
required reserves and a negative number 
indicates an addition to reserves with the 
change to the indicated plan. For example, 
in Appendix I, the Birmingham Trust National 
Bank now faces reserve requirements of 
$45,947,000. Under H.R. 13847, its required 
reserves would be reduced to $41,548,000, a 
difference or reduction of $4,399,000. 


“see HR. 13847 


IN THE HOUSE OF REPRESENTATIVES 


Avcust 11,1978 


Mr. Reuss (for himself, Mr. St Germary, Mr. Mircuety of Maryland, Mr. 


Moorneap of Pennsylvania, Mr. Mrnisu, Mr. ANNunzio, Mr. Faunrtroy, 
Mr. Neat, Mr. Patterson of California, Mr. Bhancuarp, Mr. LaFavce, 
Mrs. SpetuMAn, Mr. Derrick, Mr. Hannarorp, Mr. Lunprng, Mr. Patri- 
son of New York, Mr. Cavanaucu, Ms. Oaxar, Mr. Vento, Mr. BARNARD, 
Mr. Warsrns, and Mr. Garcta) introduced the following bill; which was 
referred to the Committee on Banking, Finance and Urban Affairs 


A BILL 


To facilitate the implementation of monetary policy and to pro- 


pe. C2 SF kt 


orn on 


mote competitive equality among commercial banks. 

Be it enacted by the Senate and House of Representa- 
tives of the United States of America in Congress assembled, 
That this Act may be cited as the “Federal Reserve Act 
Amendments of 1978”. 

REPORTING REQUIREMENTS 

Src. 2. Section 10 of the Federal Reserve Act is 
amended by adding at the end thereof the following new 
paragraph : 


(23) 
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2 

“The Board may require any depository institution spe- 
cified in this paragraph to make, at such intervals as the 
Board may prescribe, such reports of the total amounts of 
such categories of its liabilities and assets as the Board may 
determine to be necessary or desirable to enable the Board to 
discharge its responsibility to monitor and control monetary 
aggregates. Such reports shall be made (1) directly to the 
Board in the case of member banks, and (2) to the Board 
through the (A) Federal Deposit Insurance Corporation in 
the case of insured State nonmember banks; (B) National 
Credit Union Administration in the case of insured credit 
unions, (C) Federal Home Loan Bank Board in the case of 
any institution insured by the Federal Savings and Loan 
Insurance Corporation or which is a member as defined in 
section 2 of the Federal Home Loan Bank Act, and (D) 
such State officer or agency as the Board may designate in 
the case of any other type of bank, savings and loan associa- 
tion, or credit union. The Board shall endeavor to the maxi- 
mum extent feasible to avoid unnecessary burdens on report- 
ing institutions and the duplication of other reporting require- 
ments, and any data therefrom shall be made readily avail- 
able to the Board. The Board may classify depository in- 
stitutions for the purposes of this paragraph, and may impose 


different requirements on each such class,”. 
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3 
RESERVE REQUIREMENTS 


Src. 3. Section 19(b) of the Federal Reserve Act is 


amended to read as follows: 


“(b) (1) For the purposes of this subsection— 

“(A) The term ‘reservable liabilities’ means, in 
the case of any bank, the amount by which the sum of 
such bank’s deposit liabilities and its net Federal funds 
and other borrowings which mature 48 hours or less 
after receipt by such bank exceeds its exempted liabilities. 

“‘(B) The term ‘exempted liabilities’ means, in the 
case of any bank at any given time, the product of 
$100,000,000 times the quotient of the nominal gross 
national product for the calendar year ending not less 
than six nor more than eighteen months previously 
divided by the nominal gross national product for the 
calendar year 1978, as determined by the Board. 

““(C) The terms used in this subsection may be fur- 
ther defined by the Board, consistently with the provi- 
sions of this subsection, te such extent as may be 
necessary to carry out the purposes thereof. 


“‘(2) Any reference in this Act to member banks with 


22 respect to any requirement or authority relating to reserves 


23 required by this section shall be deemed to apply to all 


im oo cn” 
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4 
banks which are actually required to maintain reserves under 
paragraph (4) or (5) of this subsection. 

“‘(3) Any bank shall be subject to reserve requirements 
if— 

“(A) it is neither a savings bank nor a mutual 
savings bank as defined in sections 3(f) and 3(g) of 
the Federal Deposit Insurance Act, and 

“‘(B) it is either an insured bank as defined in sec- 
tion 3(h) of the Federal Deposit Insurance Act or a 
bank which is eligible under section 5 of that Act to 
make application to become an insured bank. 

“(4) (A) Except as provided in subparagraph (B) of 
this paragraph, all banks subject to reserve requirements shall 
maintain reserves against their reservable liabilities (in ex- 
cess of zero) in the ratio of 6.0 per centum, or in such other 
ratio not greater than 6.5 per centum and not less than 5.5 
per centum as the Board may by regulation prescribe solely 
for the purpose of implementing monetary policy. 

““(B) Upon a finding by the Board that extraordinary 

"circumstances require such action, the Board may impose 
reserve requirements outside the limits otherwise prescribed 
by subparagraph (A) of this paragraph for a period not 
exceeding thirty days but which may be extended for further 
periods not exceeding thirty days by affirmative action by the 


Board in each instance. The Board shall promptly transmit 
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5 
to the Congress a report of any exercise of its authority 
under this subparagraph and the reasons for such exercise. 

“(5) If the Board determines that such action is neces- 
sary to the implementation of monetary policy, then in 
addition to any reserves required to be maintained pursuant 
to paragraph (4) of this subsection, any bank subject to 
reserve requirements shall maintain reserves in such ratios 
as the Board may prescribe against— 

“(A) net balances owed by domestic offices of 
banks in the United States to their directly related for- 
eign offices and to nonrelated foreign banks, and 

“(B) loans to United States residents made by 
overseas Offices of banks with offices in the United States. 
“(6) During any period that a bank is maintaining 

reserves pursuant to paragraph (4) of this subsection, such 
bank shall be entitled to all the privileges of membership in 
the Federal Reserve System except that, if it is not otherwise 
a member, it may not hold stock in, or vote for any director 
of, a Federal Reserve bank. 

“(7) A nonmember bank which is subject to reserve 
requirements but whose reservable liabilities do not exceed 
zero shall be entitled to the same discount and borrowing 
privileges as member banks during any period that the Fed- 
eral Deposit Insurance Corporation or the appropriate State 


supervisory authority certifies to the Federal Reserve bank 
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6 
in whose district such nonmember bank is located that such 
discount and borrowing privileges are needed in order to 
enable such bank to function on a safe and sound basis in 
meeting the needs of the community served by such bank.”. 
AUTHORITY OF STATE BANK SUPERVISORS | 

Src. 4. Nothing in this Act or in the amendments made 
by this Act shall be construed in derogation of the author- 
ity of any officer or agency of State over any institution orga- 
nized or existing under the laws of such State. 

EFFECTIVE DATES 

Sec. 5. (a) The amendment made by section 2 of this 
Act shall take effect on the first day of the sixth calendar 
month which begins after the date of enactment. 

(b) The amendment made by section 3 of this Act shall 
take effect on July 1, 1979, or such earlier date as may be 
designated by the Board of Governors of the Federal Reserve 


System. 
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